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PREFACE 


The present state of production and distribution of gold, the effects 
and remedies of its sterilization and the question of its maintenance 
as the ultimate standard of value between currencies, are discussed 
in the opening article of this document by the Hon. R. H. Brand, 
Managing Director of Lazard Brothers and Company, London. 

The British banker’s views on the gold problem are followed by a 
plea for the revival of international trade through the lifting of 
exchange controls, by Dr. Oskar Morgenstern, Professor at the 
University of Vienna and Director, since 1931, of the Austrian 
Institute for Trade Cycle Research. In advocating this policy, 
Dr. Morgenstern, who, early in the new year, will arrive in the 
United States to serve for a semester as a Carnegie Visiting Pro- 
fessor, cites the experience of Austria, whose economic structure 
has benefited materially from the return to free exchange. 

The foregoing articles appeared in issues of the London Times 
during the past summer and are republished in International Con- 
ciliation through the courtesy of that newspaper. 

Sir George Paish, noted British economist, who was a delegate 
to the international economic conference held on the invitation of 
the Carnegie Endowment at Chatham House, London, March 5-7, 
1935, delivered an address on the subject of peace and permanent 
prosperity at Washington, D. C., on January 22, 1937. The text of 
that address, together with the introductory remarks of Mr. Charles 
S. Hamlin, a Trustee of the Carnegie Endowment, concludes the 


document. 
NicHOLAS Murray BUTLER 


New York, September 14, 1937. 
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GOLD: A WORLD ECONOMIC PROBLEM! 
By THE Hon. R. H. BRAND 


I. PRESENT STOCKS AND HOARDS 


What is the gold problem, which is creating such uncertainty through- 
out the world? That is the first question to determine and the simplest 
answer is to give one or two figures. 

In 1932, according to figures quoted by Mr. Hawtrey (‘‘ The Gold 
Standard in Theory and Practice’’), the total monetary gold of the 
world amounted to $11,512,000,000. By 1937, currencies having 
meanwhile depreciated in terms of gold and an increasing annual 
supply of newly mined gold having come forward, this figure had 
risen to $22,697,000,000 (Federal Reserve Bulletin). That is, the 
stocks of monetary gold which had been slowly accumulated over 
centuries were virtually doubled in value in five years; while the 
monetary gold in the United States alone amounted to over $12,000,- 
000,000, a sum equal to the total world supply of 1932. Such a rate 
of growth in our banking and currency reserves is without precedent 
in history. 

In addition, the immediate problem of gold stocks is complicated 
by the existence of large hoards outside the world’s monetary sys- 
tems accumulated in recent years and held by private companies 
and individuals as a protection from currency depreciation and from 
extremist action against owners of capital. These hoards have been 
estimated at between £200,000,000 and £400,000,000. A substantial 
proportion of these is believed to have been liquidated since the 
Gold Bloc devaluation of September, 1936, against which con- 
tingency it had in fact been amassed; but enough apparently remains 
to add to the problem before those treasuries and central banks 
which are the only potential buyers. For the wheel has gone full 
circle; hoarders, now perturbed as to the value of gold where but a 
short time ago they were apprehensive of the future value of cur- 
rency, are rapidly disposing of their stocks. 


A Triple Increase 


The situation thus created may be further elucidated by a brief 
reference to the annual report of the Bank for International Settle- 
' Reprinted by permission from the London Times of June 16, 17, and 18, 1937. 
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ments for 1936. In this we find that the world’s annual output of 
new gold increased, by weight, from 19,673,000 fine ounces in 1929 
to 35,254,000 fine ounces in 1936. The output in 1936 was, however, 
worth £250,000,000 in terms of money against £80,000,000 in 1929, 
Thus, on the top of the great increase in the value of the existing 
reserves in the central banks, the annual output in 1936 was for 
monetary purposes three times as great as the output in 1929. Accord- 
ing to the report, Russia’s production has in six years increased 
sevenfold in value and is now estimated at £50,000,000; South 
African production has increased only by some 9 per cent by weight 
since 1929, but has nearly doubled in value over the period (the main 
effect hitherto having been to increase the life of the mines by the 
use of lower grade ore), and may be expected to increase further in 
future. The gold output of America, Canada, and various other 
countries has almost doubled in weight; in addition its value has 
risen proportionately to the depreciation of money. 

The great increase in the currency value of the existing stocks of 
gold, and in the value of that output, is, of course, due to the de- 
preciation by 40 per cent in terms of gold of the dollar, the pound 
sterling, and other currencies. An ounce of gold is today worth 
166.66 per cent of its 1929 value in terms of sterling, i.e., 140s. instead 
of 84s. 11%d., and 169 per cent of its 1929 value in terms of dollars, 
i.e., $35 instead of $20.67. And while there is little doubt that £80,- 
000,000 annual output in 1929 was too small for the world’s needs, 
the question is now whether an annual supply of £250,000,000 
—which may increase still further—is likely to prove excessive when 
added to stocks which have themselves been raised in monetary 
value by 66 per cent. 

To understand what this question implies, it is necessary first to 
understand what functions monetary gold performs. Without 
attempting to write a monetary treatise, one may say that gold 
fulfils two quite different functions. In the first place, notwithstand- 
ing the complete abandonment of gold coinage in the hands of the 
public, the laws of the United States, the United Kingdom, France, 
and other great countries require that a certain percentage of gold 
should be held as a backing for notes, or for notes and deposits in 
the central bank. A purchase of gold by the central bank increases 
either its note issue or its deposits; it automatically creates new 
money forming a net addition to the existing volume unless special 
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counteracting measures are taken; and where, as in the United 
States and England (as opposed to France), the credit structure is 
highly geared, this renders possible an increase in ordinary banking 
credit, by, say, ten or twelve times as much again. 


The Two Purposes 


In the second place, gold is used for enabling countries to settle 
international balances whether on income or capital account, and by 
so doing to maintain stable exchange rates between their respective 
currencies. The Macmillan Committee regarded the first-mentioned 
function of gold—namely, the maintenance of gold reserves up to 
a definite percentage or amount of a central bank’s notes—as more 
or less obsolete, and the second function, viz., to “enable a country 
to meet deficits in its international balance of payments,” as the 
“sole use of a gold reserve today.’’ Nevertheless, with no necessity 
now to economize gold, both functions are, speaking generally, in 
full activity and in present circumstances are likely to continue so. 
As regards the first function, the requirement of a gold backing for 
central bank credit does at least in normal circumstances place 
some check on the liberty of politicians to depreciate a currency. 
As to the second function, if gold were no longer used, the alternative 
before the central banks of the great creditor countries would be to 
accept claims on one another both readily and in great volume in 
the exchange markets, if large and sudden capital movements from 
one country to another were to be effected without immediately 
disturbing the exchange rates. The prospect that these central 
banks should in this way have to hold as their reserves claims on 
other countries and in other currencies to the value of many millions 
of pounds is hardly an inviting one. 

Now, if the gold supply were just sufficient to fulfil both its func- 
tions, all would be well. Economists are accustomed to estimate that, 
on the assumption that world production increases by, say, 3 per 
cent a year, new gold to the extent of 3 per cent of existing monetary 
stocks should be available to the banking system, if the increasing 
production of goods is to be carried on without a fall in prices. 
Present gold production represents 5 per cent, and this increment is 
being added to stocks badly distributed and recently swollen by the 
effects of depreciation and devaluation. 
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In any case, whether it be that gold is now in over-supply for the 
world as a whole, or that its distribution is unsatisfactory, the 
greatest gold-holding country in the world, the United States, clearly ed 


considers that it has too much gold already for both these purposes ~ 
and yet is faced with the prospect of taking a good deal more. - 

Since every purchase of gold by the Federal Reserve system adds - 
to the resources of the ordinary commercial banks, the great ship. ~~ 
ments of gold to the United States made their excess reserves go ws 
plethoric that the Government, to prevent an expansion of credit, hol 


has twice increased member banks’ reserve requirements, so that dif 
these are now at the highest limit authorized by the law. This being | 


thought insufficient, in December, 1936, an “inactive account,” or | a 
sterilization fund, was created, which bought gold “by the sale of e 
additional public obligations,” thus adding to the National Debt 
but preventing the newly bought gold from increasing the reserves 
of the member banks. This fund now holds $900,000,000 of gold, 
Thus strenuous efforts have been made to prevent a “gold inflation,” ad 
en 
Reserves th 
There can be no doubt, furthermore, that the United States has . 
all the gold it requires to fulfil gold’s second function—namely, to th 
meet any drain either from an unfavorable balance of payments on |p 
income account or, what is much more dangerous, a sudden and W 
large withdrawal of ‘“‘hot money”’ or capital belonging to foreigners os 
held either as deposits or securities. These are estimated to have — 
amounted to $3,750,000,000 in securities and $1,500,000,000 in on 
short-term balances at the end of 1936, although since that date pt 
the latter have probably considerably increased. If 
So far as this country is concerned, it is not so certain that we fr 
have too much or even enough gold for all eventualities. An accurate to 
judgment is impossible, since no one knows how much gold is held re 
by the Exchange Equalization Fund, nor, unfortunately, do our ta 
authorities publish (as the American Government does) any estimate 
of foreign short-term capital held in London. There is no doubt al 
the Equalization Fund holds a large amount, while the Bank of a 
England's gold calculated in paper sterling amounts now to £534,- g 
000,000, or 112.5 per cent of its notes in circulation and 84.5 per H 


cent of its total sight liabilities—i.e., notes and deposits together. g 
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But it is all-important that we should be able to meet the heaviest 
possible demand for the withdrawal of capital, without allowing it 
to affect our internal credit conditions or our exchange; and there- 
fore the cost of holding even superabundant gold reserves is not a 
primary factor, provided that these are not allowed to produce an 
undue credit inflation. 

The situation in France, the other great gold-holding country, is 
totally different. Whereas in 1934 she held £1,150,000,000, she now 
holds £521,000,000 (gold being reckoned at £7 an ounce). The 
difference represents French capital which has fled abroad. If political 
confidence were to return in France she might again easily absorb 
gold running into hundreds of millions of pounds. 


Why Buy? 


Two questions may perhaps be asked by the layman. The first is 
why countries like the United States and Great Britain, if they have 
enough or more than enough gold, continue to buy it. The answer is 
that to refuse to buy it would be to demonetize gold. There would be 
no common denominator between currencies, and the whole world 
would be thrown into chaos and confusion. It must be remembered 
that this country as well as the United States is for all practical 
purposes on the gold standard, and has indeed in a sense never left it. 
We keep, it is true, freedom to fix the exchange value of sterling 
and price of gold as we like, but in fact we have since 1931 ridden 
on the backs first of France and then of the United States. We have 
maintained the relative day-to-day stability of the pound by the 
purchase or sale of gold at fixed prices in terms of francs and dollars. 
If France and the United States had claimed and practiced the same 
freedom as we did, we should long before this have all been forced 
to meet together and agree, at any rate from time to time, on our 
respective prices for gold if gold was to continue to serve any mone- 
tary purpose. 

The second question which may be asked is why one limits one’s 
attention to the United States, Great Britain, and France. Why do 
not other countries, particularly the other great countries, also buy 
gold? The answer is that certain smaller creditor countries, such as 
Holland, Switzerland, and Belgium, do buy a certain amount of 
gold in accordance with their financial strength, but that the rest 
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are mostly debtor countries, which were plunged by the great crisis 
into sore straits, overwhelmed with debt, and forced in consequengs 
to abandon free exchanges and strictly to regulate their whole 
financial and economic life. Such countries have been unable to 
absorb gold in any quantities, or, if they have built up balances 
prefer to hold them largely in dollars or sterling. If the movements 
of gold to and from central banks in 1936 given in the Bank for 
International Settlements report are studied, certain striking facts 
emerge. The losses by central banks of gold to other central banks, 
exclusive of France, Italy, and Spain, amounted only to £15,300,000, 
France, Spain, and Italy on the other hand lost £342,000,000, a 
movement due almost entirely to political causes. The gains of cen- 
tral banks, outside the United States, the United Kingdom, Russia, 
Switzerland, Sweden, the Netherlands, and Japan, amounted to the 
derisory figure of £25,000,000. Thus the magnitude of the gold 
which has had to be bought in 1936 by the United States and the 
United Kingdom arises partly from political troubles in Europe and 
partly from other countries being unable or perhaps unwilling to 
buy large amounts. 


II. A Cuorce or SOLVENTS 


If the gold standard were working as it did before 1914, the dis- 
tribution of gold over the different trading countries would be helped 
by two influences, neither of which is at work today. In the first 
place, the creditor countries would be lending abroad or investing 
in new enterprises abroad their surplus capital; and, in the second 
place, the gold which their central banks bought, not being sterilized, 
would be producing its effect on their credit structure. Through the 
gradual rise of prices it would be leading to an increase of imports 
and a reduction of exports until a state of affairs was reached when 
gold began again to flow out. 

But sterilization is intended to have the contrary effect, i.e., to 
prevent prices, in the United States, for instance, from being influ- 
enced by the sterilized gold to rise. Not only this but the sales against 
other currencies of the dollars paid out by the Treasury in purchase 
of the gold must operate to weaken the dollar exchange. This com- 
bination of conditions wiil tend to encourage American exports and 
discourage imports. which is the exact opposite of what the world 
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requires. The gold destined for sterilization will take the place of 
other more useful commodities which the creditor countries might 
hole otherwise have bought, and will do nothing to set in motion new 
conditions leading to an expansion of international trade and a better 


(1) The Russian gold output at its present level may prove 
to be a temporary phenomenon. Little evidence seems to be 


to . , 
ces, distribution of gold, though it will, of course, favor the direct gold- 
nts producing countries. . 
for Four Courses 
Cts i 
ks, The problem thus presented is clearly difficult. The alternative ) 
00, courses seem to be: 
a (a) That the United States and the United Kingdom should 
n- go on absorbing whatever gold is on offer at present prices in 
, the hope that ultimately some change in conditions may occur 
~ and produce equilibrium, notwithstanding the fact that any ten- 
he dency, such as is inherent in sterilization, to restrain a gradual 
Id rise in general prices must itself be an obstacle to any change; or 
he (b) That, while adopting this policy, they should not merely 
d remain passive, but accompany it with active and positive steps 
to secure a better distribution of gold; or 
to (c) Supposing they arrive at the conclusion that a sufficient : 
redistribution cannot be achieved before they are overburdened 
with gold, that they should reduce the price of gold in terms of 
currencies in the hope of thereby reducing supplies; or 
(d) That some scheme for the restriction or regulation of gold . 
production should be applied internationally by agreement 
. between gold producers or their governments. 
d 
t Those who advocate the first alternative count on various influ- 
4 ences to produce a better distribution, among them the following: 
1 





obtainable either way on this point. 

(2) Even though some of the gold which comes on the market 
is now being withheld from the credit structure, the stocks of 
gold which underlie that structure and the future additions to 
them are sufficient to cause a further rise of general prices with 
an expansion of international trade and of imports into creditor 
countries. This in turn will enrich the debtor and the food and 
wr material producing countries, and enable them to purchase 
gold. 
(3) Rising prices will also tend to diminish the gold supply by 
raising mining costs. 

(4) India may begin hoarding again before long. 

(5) If political confidence returns in France, that country may 
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easily, with the return of French capital, absorb a very great 
deal of gold. 

(6) The public in England, France, the United States, and 
elsewhere might again be encouraged to use gold coins. These, 
replacing banknotes, would absorb a large stock of gold without 
increasing the credit structure. 

(7) Various other palliatives are suggested: for instance, that 
the big joint stock banks might again hold their cash partly in 
the form of gold. 

(8) Central banks or governments with large sterling and 
dollar balances, say, in Treasury Bills or other short-term 
securities in London or New York, might be encouraged to ex- 
change them at any rate in part for gold. 


Gold and Commodities 


It will be observed that all these possible changes in conditions 
are uncertain. Particularly it can hardly be supposed that in the near 
future any price rises will sufficiently affect mining costs to reduce 
appreciably the supply of gold. A gradual rise in prices coupled with 
an increase in industrial production is desirable, but any rise in 
prices at all equivalent to the increase in the price of gold would be 
out of the question. The remarkable disparity between the rise in 
the price of gold and that of commodities in general, in various 
countries, may be seen in the following table: 








1929 = 100 

; : Wholesale 

— oe P oes Price Index 
United Kingdom ........ 166.6 94.0 
NE eee 169.3 92.1 
a wu 238.5 90.1 
Australia... wt Lied 211.8 84.4 
See re sim 139.7 81.8 
ee ee ee gos 144.3 88.0 
RNR 255 Lees 9 AG ae SG) Toll 124.2 77-3 
RR iat ca ; she 167.8 70.2 
is Wigs Maa bwieroe iy wets 295.8 109.1 
ne S's See St & oy 180.2 97.1 
Suttsetiassd oct wc tere rls 142.2 80.2 
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I have taken 1929 prices and not 1931 prices as my base, because 
the latter were so low as to be quite unremunerative for most indus- 
tries and for agriculture, and therefore abnormal. But, even if they 
were taken, it is clear from the following two examples, which could 
be multiplied for all other countries, that the rise in the price of 
gold has not been followed by a proportionate rise even from this 


abnormally low level: 


i Gold Price naa 
1931 =I I : 

9 ndex, 1937 1937 
United Kingdom ..... . 156.0 (average) 122.4 
United States. ....... 169.3 115.1 


These figures are not intended to dispute the fact that the devalua- 
tion of currencies by leading to an increase in the credit structure 
was a very important factor in the rise of prices from the lowest 
level reached in 1932 or 1933, but that prices have not risen in any 
way proportionately with the rise in the price of gold. 

The second alternative is that the governments of the creditor 
countries, without waiting to see how many of these possibilities 
“turn up,” should actively and positively initiate measures leading 
to a better distribution of gold. These measures must take the form 


either of: 


(a) Buying more goods from the debtor countries; 
(6) Encouraging the flow of capital towards them. 


How far are these practicable? The first measure would be facilitated 
by allowing prices to rise substantially and by reducing tariffs, 
abolishing quotas, and generally freeing trade. The second is not 
within the control of governments unless they themselves either 
make or guarantee loans in some form or other to the debtor countries. 
The private investor will not invest capital in most of the debtor 
countries, particularly in Europe, by buying securities publicly 
issued (even if the governments of the creditor countries allowed 
their issue), or by investing in internal securities in those countries 
or risking capital in new enterprises there. To the ordinary investor 
most of the debtor countries are undischarged bankrupts. Moreover, 
exchange restrictions and general lack of confidence in the debtor 
currencies render the entry of capital there, save in very exceptional 
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instances, quite impracticable. Outside the British Empire there 


are in fact very few possible borrowers. Some capital, it is true, js fe 
flowing to some South American countries and to China. But it jg 
comparatively a trickle. In the case of Germany, so far from the na 
German Government’s policy attracting new money, there are very to 
large amounts of capital awaiting a chance to escape. Before the of 
flow of private capital to European countries can be relied on ay. ur 
tarchy must be abandoned, political peace established, exchanges di 
freed, and confidence restored in currency stability. cw 
The only other method open would be large political loans by th 
governments to governments. It is attractive to play with the idea I 
of some cooperative international plan for making great gold loans fre 
to Germany and other debtor countries to restore the strength of pa 
their central banks, reestablish their currencies, and free their ha 
exchanges. That surplus gold should be made to fructify in this to 
manner to the advantage of the whole world rather than repose th 
“‘sterilized’’ in vaults in Kentucky or elsewhere seems rational. | pr 
cannot here examine the advantages or disadvantages of such a 
scheme. It goes without saying that the political obstacles to it are, 
with things as they stand, great, and that it would only be practi- 
cable if allied with some great step forward towards political appease- 
ment. I might add, too, that, for nations as for individuals, no more gc 
can be done by others than to give them a helping hand over the stile de 
when they are ready to climb it. It is by their own efforts and their | Si 
own policy alone that their solvency and prosperity can in the main | in 
be restored. : on 
j 
III. Two Matin Arms | ‘ 
i 
If ultimately the absorption of the new gold cannot be achieved p 
by any of the developments or measures I have outlined, then p 
the only alternative left would appear to be either a reduction re 
in price or some regulation of output. Let me dismiss the second se 
first. A regulation of output by agreement among all gold pro- ti 
ducers is superficially attractive, but even if it were practicable gi 
it has, in my opinion, most serious disadvantages. Gold has, and it te 
is important that it should keep, a certain mystic quality. I doubt S| 
whether any conceivable solution of the present problem could do p 
more to destroy that mystic quality than for the world to treat ri 


gold as though it were rubber or tin or whales in the Antarctic. There ir 
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would, moreover, always be great uncertainty whether any restric- 
tion scheme would be adhered to. 

The last alternative is a reduction in price agreed upon inter- 
nationally, or, as many people like to regard gold as being not subject 
to any alteration, let me say some revaluation of currencies in terms 
of gold No doubt revaluation, just like devaluation, is extremely 
undesirable if it can be avoided. No doubt also there would be great 
difficulty in calculating what change of price would meet the cir- 
cumstances and would sufficiently affect production. But, whatever 
the difficulties of determining the amount of the change required, 
I do not think it can be seriously maintained that gold is immune 
from the influences which affect all other commodities. A considerable 
part at any rate of the increase in the physical production of gold 
has been caused by the rise in its price: though we may be forced 
to exclude Russia (where costs of production have little meaning), 
the output of gold must be sensibly affected by a reduction in the 
price at which it can be sold. 


Deflation? 


A much more serious argument is that a reduction in the price of 
gold must necessarily involve a severe fall in prices in general, in 
deflation and depression. This argument I believe to be unfounded. 
Suppose that tomorrow it was announced that an agreed reduction 
in the price of gold had been made by all the important countries 
concerned, and suppose further that this announcement were supple- 
mented by another to the effect that all the governments in question 
had determined to let this change have no influence on their monetary 
policy and had every reason to suppose that their gold supplies, 
present and future, were and would be ample for all possible credit 
requirements. Such announcements would at least temporarily 
seriously affect the mining industry, the mining markets, and par- 
ticularly South Africa, which is so dependent on gold-mining. The 
gold-mining industry is a great industry and any distress caused 
to it could not be without repercussions, particularly at a time when 
speculation in gold shares has been so largely indulged in. But the 
price reduction would presumably be reasonable and in the long 
run stability in the supply and use of gold itself is the very first 
interest of the gold-mining industry. 
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Why, then, should there be any general catastrophe? The ex. 
changes would have remained stable inter se; it is quite certain that, 
with currencies moderately revalued, the gold in the Federal Reserye 
system would be ample for all purposes, and, since the present 
credit structure here is supported by the Bank of England's gold 
at 84s. 1134d., while the new price would be undoubtedly much 
higher, it is equally certain that the same must be the case in this 
country. Credit facilities would therefore be unimpaired; there need 
be no fall of prices. Neither in England nor in the United States 
would the banks have to call a single loan through any increased 
monetary pressure. Nor does it appear that there would be any great 
difficulties in other countries. It is true, of course, that the central 
banks and governments which had written up the value of their gold 
stocks would also suffer, and that this would, unfortunately, if 
France joined in the scheme, be particularly embarrassing to the 
Bank of France since it would add to budgetary difficulties already 
serious. Nevertheless it is undoubtedly true that, as things stand, 
there is a large body of opinion which assumes that all prices would 
fall with any revaluation of currencies in terms of gold, and if enough 
people were to act on this assumption no doubt the results would 
be serious. 

I conclude therefore that the two main aims of policy should be 
the following: First, to dispel from the public mind that an appre- 
ciation of currencies in terms of gold means in present circumstances 
an appreciation of currencies in terms of commodities; or, in other 
words, that a reduction in the price of gold must affect in a down- 
ward direction the present level of world prices; and, secondly, to 
maintain confidence in gold as the ultimate standard of value and 
the common denominator between currencies. 

As regards the first aim the table I have already quoted, showing 
that notwithstanding the very big rise in the price of gold wholesale 
prices are still well below the 1929 level, and for most countries not 
far above the abnormally low 1931 level, is evidence of the opposite. 
All of us were inclined to ridicule the views attributed to Professor 
Warren that prices in America would rise simultaneously with every 
increase in the price of gold made by President Roosevelt in 1934. 
Those who now assert that with a fall in the price of gold other prices 
must fall equally seem to be inverted Warrens. 

In a modern community gold works on prices only indirectly 
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through the credit structure. If the credit structure need not be 
affected by a revaluation of the currency in terms of gold, other 
prices need not be affected. It is extraordinarily important that the 
public should not believe that money is likely to appreciate in terms 
of commodities, and therefore rush to hold money. The task of 
statesmanship, international as well as national, should be to dispel 
this apprehension, and to impress on the public that there is nothing 
in the gold problem if it is faced calmly that need lead to any serious 
world consequences. One might indeed be apprehensive if there were 
too little gold in the world, but it would be a paradox to suppose 
that, with the price level as it is, an attempt to cure a superabund- 
ance of gold must produce the same consequences as a shortage of 
gold. Indeed if, as I believe, any change internationally agreed upon 
in the price of gold would almost necessarily be accompanied by some 
de facto stabilization—whatever language might be used to illustrate 
its provisional character—t is likely that the removal of uncertainties 
will bring an increase rather than a reduction in prices. 

Second, the aim of all governments should be to maintain con- 
fidence in gold. We all learned in our economic text-books that one 
very important element in the value of gold was its scarcity, and 
clearly confidence is not ultimately to be maintained if it turned out 
that unwanted stocks of gold had to be heaped up indefinitely in 
one or two countries. Equally clearly the most desirable solution 
would be provided by a natural adjustment of world economy to the 
increased output of gold and an appropriate redistribution of the 
world’s monetary gold through a gradual rise in prices and a general 
increase in production and international trade. It is impossible for 
the wisest to see far into the future in these matters or to foresee to 
what extent in the next year or two any substantial redistribution 
of gold will or can be induced to take place. For instance, France is 
an unknown factor and a very large one. The return of political 
confidence in France might lead to a very large movement of gold 
towards that country: developments in the other direction might 
lead to further exports. 

It would seem, therefore, the wisest course to allow time for the 
adjustment of the world situation to the world’s gold output, and 
that meanwhile the United States and this country should continue 
without hesitation to absorb all gold which comes on the market, 
whether from hoards or from new production. England should bear 
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her fair share of the burden, and incidently by so doing would help 
to prevent any undue depreciation of the dollar against sterling, 
The possible loss involved for the gold purchasing countries is in the 
problem as a whole of comparatively trifling importance. But this 
action by the two governments should be supplemented by their 
adopting the following policy: 


(a) They should be willing to see a gradual rise in the level of 
prices, which would in itself encourage a more widespread dis- 
tribution of gold by increasing the exports of the countries 
trading with them. 

(6) They should make every attempt to get other countries 
which are interested in the proper working of the gold standard 
and which may be holding large sterling and dollar balances— 
e.g., the British Dominions and several other countries—to 
share the burden by keeping as large a part as possible of their 
reserves in gold. The difficulty of distribution is indeed added 
to by the fact that so many countries are reluctant to hold gold 
at all, finding it more convenient and profitable to hold their 
reserves in strong foreign currencies, or, in other words, to 
reestablish a new kind of gold exchange standard. 

(c) They should not prohibit foreign lending, though for 
reasons already given very little foreign lending is likely to be 
possible. As I have said earlier, I cannot place much store upon 
great political gold loans made in return for a restoration of 
free or freer exchanges unless the political situation can be pro- 
foundly and radically altered. 

(d) Although political and practical possibilities in this 
direction are limited, they should do what they can to reduce 
tariffs and other hindrances to international trade. 


Far more important than any of these would be a real improve- 
ment in international relations, leading to greater freedom all round. 
The fatal obstacle to any proper working of the gold standard is the 
existence of so many “closed economies.”’ A proper redistribution 
of gold, and therefore the success of the policy I suggest, depend in 
the end far more on political appeasement and relaxation of tension 
than on anything else. 

If this policy were given every chance to prove itself, and if at the 
end of a sufficient period it seemed clear that both the United States 
and this country had all and more than all the gold they could require 
for any possible contingency and yet must continue more or less 
indefinitely to buy and sterilize a great part of the actual output, 
the question would arise whether the indefinite increase of these 
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unwanted stocks was consistent with the principal aim in view— 
namely, the maintenance of confidence in gold—or whether that aim 
could only be achieved by some international revaluation of cur- 
rencies calculated to reduce the new supply to what the world in its 
then condition could absorb and use. Such a step as this last could, 
in my opinion, as already stated, hardly be taken without involving 
some provisional de facto stabilization. 
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REMOVAL OF EXCHANGE CONTROL 
THE EXAMPLE OF AUSTRIA? 


By Dr. OskaR MORGENSTERN 


I. A Poticy witH Goop RESULTS 





Among the obstacles to the revival of international trade, to which 
M. van Zeeland may refer when he presents his report, the many 
varieties of exchange control will no doubt have a prominent place, 
The experience of Austria in this field has an interest out of propor. 
tion to the actual volume of Austrian transactions in international 
trade; for Austria is the one country which has completed the trangj- 
tion from freedom to control and from control to virtually complete 
freedom again. Although there are special conditions in the Austrian 
case, the fact that the country lifted exchange control, entirely of 
its own accord, and with obviously beneficial results both to the 
foreign trade and to the economic structure of the country, isa 
rt practicable demonstration that change is possible and the risk not 
insuperable. The small scale of the country and the length of time 
that has elapsed make a survey of the experiment possible. 

The difficulties of the Creditanstalt became publicly known on 
May 8, 1931. It was clear that the whole of the share capital of the 
bank was lost, and a run by depositors started. The government 
were forced to intervene, and by their first Act (May 14) guaranteed 
the reconstruction of the bank’s capital with government assistance, 
This did not suffice, and on May 27 the government were forced to 
guarantee the deposits; but even this did not stay the run. The 
National Bank raised its discount rate from 5 to 7%, and in June 
credits to the amount of 250,000,000 schillings were secured from 
the Bank for International Settlements and the Bank of England. 
Even with this assistance the situation continued to deteriorate, 
and the government appealed to the League of Nations for assistance. 


ae omens = 


A Black Market 


It had become plain by September that the Central Bank could 
no longer undertake to supply the foreign exchange which had been 
demanded on a large scale ever since May for the purpose of con- 


2 Reprinted by permission from the London Times of July 20 and 21, 1937. 








eawiorantweaajsast ass 


_ 


ees ie ele Seed Meee ee ee ee ee 


679 


verting deposits with the Creditanstalt (and other banks) into 
foreign currencies. The banks, especially the Creditanstalt, had 
discounted bills from their portfolio with the National Bank in order 
to provide themselves with the means of meeting the demands of 
depositors who wished to withdraw their deposits and of foreign 
creditors who were calling in their credits. The National Bank notes, 
put into circulation as a result of this process, promptly returned to 
the National Bank in payment for the foreign exchange, to secure 
which was the real object of the withdrawals from the commercial 
banks. Thus the National Bank portfolio became swollen with Credit- 
anstalt bills (which were in fact worthless), while its stocks of foreign 
currencies shrank by almost exactly the same amount. The note 
circulation, for the reasons given, remained on balance little changed. 

Once it was clear that the free exchangeability of schillings into 
foreign currencies could no longer go on without restrictions a dis- 
count on schillings for the first time appeared and a “‘ black market”’ 
developed. The National Bank was no longer able to carry out its 
statutory obligation to maintain the exchange value of the schilling 
in terms of gold. But it was not thought possible to tolerate the 
payment of premiums for foreign exchange on a black market (any 
more than it was in any of the other countries where the pretense 
of maintaining an official rate had still to be kept up), and the first 
of a series of currency decrees was issued on October 9. Straight- 
forward devaluation, such as other countries have carried through, 
was regarded as out of the question; or, rather, the governments 
concerned were unwilling to acknowledge the fact of devaluation, 
because they were dealing with countries whose inhabitants had 
already gone through the experience of currency depreciation. A fall 
in the exchange value of the currency might lead to panic, and 
panic would cause so much economic dislocation that all possible 
means of prevention must be adopted. 


Small Doses 


Here it is important to point out a distinction, which was not 
appreciated in Austria at the time and may be overlooked in other 
countries: the distinction between devaluation and inflation. The 
Austrians feared inflation as they feared the devil, and, because the 
previous inflation had been accompanied by devaluation, confused 
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the two. The government of the day increased the difficulties with 
which they had to deal, because, instead of enlightening the people, 
they used language which favored the same confusion themselves, 
Having declared themselves opposed to any inflation, and having 
allowed devaluation to become identified with inflation, they could 
not meet their difficulties by a straightforward adjustment in the 
exchange value of their currency. This obstacle persisted right 
through later developments, and made it necessary for the National 
Bank, when the decision to make an adjustment and remove restric 
tions was taken, to adopt the indirect method of homeopathic doses 
which was to prove so successful. 

In essentials the laws and decrees in which exchange control is 
embodied in the many countries that have adopted control conform 
to a single type, and the Austrian example did not diverge from it, 
The public for their part were required to notify their holdings of 
foreign currencies and on demand to hand them over in exchange 
for Austrian currency at the official exchange rate; the Central Bank 
on its side, becoming by this arrangement the sole repository of 
foreign currencies, provided foreign currency to all who required it 
also at the official exchange rate. If the official rate adopted had 
corresponded exactly with the rate which would have been established 
in a free market, control would have had no effect on the course of 
trade. But, as it happened, in the interval before control was made 
effective a divergence of some 10 or 12 per cent had appeared be- 
tween the official and the black market rate, so that exporters did 
not receive the true market equivalent for the foreign currencies, 
they had to turn in to the control and suffered through compulsory 
delivery a distinct loss. Exports were to this extent discouraged, and 
the export situation became noticeably worse. This deterioration 
increased when the devaluation of sterling, followed by a similar 
lowering of the gold values of many other currencies, led to a general 
reduction in the export prices (reckoned in terms of gold currencies) 
of United Kingdom and sterling area exports. There was a sharp 
decline in Austrian export trade. The first currency decree was 
followed—again in accordance with the experience of all countries— 
by.a series of supplementary decrees. When, however, in November, 
1931, it was suggested that holdings of foreign securities, as well 
as foreign currencies, should be notified and, if the National Bank 
required, should be sold and the proceeds turned in at the official 
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rate of exchange (as was done, for example, in Italy in 1935), there 
arose such an outcry in the press and elsewhere that the suggestion 
was dropped, and, in spite of the increasing stringency of the subse- 
quent control, was never raised again. 

An official exchange rate, supported by the compulsory delivery 
and sharing out of Devisen, is a special case of a controlled price, 
subject to all the inconveniences which have been observed to accom- 
pany price control. A controlled price is necessarily in the last resort 
an arbitrary price, and experience shows that it is nearly always put 
at a figure lower than the price which would have been established 
by the working of a free market. At this artificially low price demand 
will be greater than can be met from the available supply, and the 
controlling authority is forced to adopt criteria other than the mere 
willingness to pay of would-be purchasers, in order to bring demand 
within the scope of the available supply. Thus in allotting its limited 
supplies of Devisen, the National Bank was led to attempts to dis- 
tinguish between imports “of vital importance” and imports not of 
“vital” importance for which Devisen were required. 


Elementary Truths 


The line of distinction was continually altered under the pressure 
of varying demands; it led to continual disputes over allotment 
quotas and the mobilization of every sort of argument in the so- 
called currency committees, in which the economic interests con- 
cerned and the public authorities cooperated. These debates gave, 
as they were intended to give, an appearance of rationality to the 
system; in fact, they only cloaked the essential arbitrariness of a 
series of decisions made under stress of events. Figures played a 
great part, as they usually do in economic arguments; but actually 
the questions at issue could not be decided by any appeal to statistics, 
even if comprehensive statistics were available. The figures of which 
such parade is made in the management of exchanges are usually 
irrelevant, and as much use as an attempt to measure degrees of 
fever with a yardstick. A rational decision could be based only on an 
elaborate theoretical economic analysis; actual decisions usually 
reflect the pressure of conflicting interests and the influence of 
political considerations. 

Had these elementary truths been realized there would have been 
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less surprise over the course of events at the beginning of 1932, Ip 
the first place it was found that current receipts of foreign exchange 
fell short of the amount required to cover the allotments that had 
been made, and a further inroad on the reserves of the Central Bank 
was necessary. Then it was discovered, after an estimate of require. 
ments at the end of January, that only 1% per cent of the total 
demand for foreign exchange and 3 per cent of the demand for the 
purpose of importing raw materials could be met at all. The effects 
of the system revealed themselves most clearly, however, in the course 
of foreign trade. The allocation of exchange at an official price lower 
than the free market price was tantamount to the guarantee of an 
import premium to all who succeeded in securing an allotment; 
while the obligation on exporters to hand over at the artificially low 
official price the foreign exchange they received for their exports 
acted as a tax upon exports. Thus the exact opposite of what the 
government had been trying to achieve was brought about, the 
exact opposite of what had been represented as their avowed object. 
Moreover, the additional imports so stimulated could not be paid 
for, so that additional foreign liabilities piled up, estimated at the 
end of December as 100,000,000 schillings—a new burden at a time 
when every effort was being made to reduce the volume of external 
debt. 


A Financial Purge 


These developments were very disconcerting to the supporters 
of the system of control. By others they were not unexpected. The 
Austrian Institute for Trade Cycle Research reported them as they 
occurred and commented on them in detail in its monthly reports. 
The same reports, also in the later months of 1931, drew attention 
to the credit inflation involved in the continued discounting of 
Creditanstalt bills and the urgent necessity of bringing it to an end. 
These warnings found no response. A large body of public opinion, 
shared even by the Finance Minister of the time, approved of the 
continued creation of new credit, and had no realization of the harm 
done to the currency and credit structure of the country. In such 
circumstances there were only two policies: either to persist in the 
present policy, elaborating and extending the already complicated 
mechanism of control further and further, supplementing it with an 
ever-lengthening train of import prohibitions, and so preserving for 
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the system of control a fagade of consistency; or to scrap the system 
of control, and to undertake a purge of the country’s finances in 
accordance with established principles of finance and monetary 
theory. Fortunately the second and more drastic alternative was 
chosen. 

First, cautiously and with hesitation, then with increasing boldness, 
the Austrian authorities reversed their previous policy, a decision 
unique in recent experience. Resisting both the plausible arguments 
of unorthodox theorists and the pressure of the vested interests which 
had profited by the country’s difficulties and mistakes, they accepted 
the teaching of reason and experience, to the benefit of the whole 
country. Observers in other countries, who have unconsciously fallen 
in love with the complications of their exchange controls, have found 
it impossible to understand how anything so simple and direct as 
freedom from control could work. 


Private Clearing 


The decisive change, on February 6, 1932, was the appointment of 
Dr. Kienbéck as president of the National Bank. As Finance Minister 
in 1922 Dr. Kienbéck had once already reversed a dangerous infla- 
tionary movement, and had carried through to a satisfactory basis 
the resettlement of the public finances and the stabilization of the 
currency. One of his first measures in his new office was to refuse to 
take further Creditanstalt bills. The Creditanstalt thus found itself 
forced to attend to its liquidity, to call in the credits which it had 
granted to Austrian and also to other industries, and to begin 
realizing its holding of shares and securities. From this change dates 
the steady deflationary pressure which was to play an important 
part later in maintaining the stability of the currency. 

February, 1932, saw the beginnings of the system of so-called 
“private clearing.”” Under this system the National Bank began 
gradually to allow exporters in certain cases to sell to importers direct 
at least a part of the foreign exchange proceeds of their exports, and 
to sell at a higher price than the official rate. This was an advantage 
to both parties to the transaction. The importer made sure of getting 
the Devisen which he needed in order to supply the Austrian market; 
while the exporter received a rather better price, and therefore es- 
caped the loss he would have suffered had he sold the whole of his 
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Devisen under the compulsory exchange control at the official rate. 
This “private clearing’’ became a typical element in the Austrian 
system and a principal feature in the working of the exchanges while 
control lasted. It was realized that the state of affairs prevailing at 
the beginning of 1932 was unsound and could not persist without 
doing great harm; some alteration therefore was necessary, but it 
was initiated not by immediately removing the existing regulations 
but gradually by ceasing bit by bit to apply them. 

The use of the word “ private’’ in connection with the permission 
of what was technically an illegal procedure, though possibly acci- 
dental, is significant. President Kienbéck had been impressed by the 
scenes he had witnessed when the various currency committees were 
allotting quotas. He realized that these ‘‘orgies”’ (as he once described 
them) could be ended only by the creation of a colossal control 
mechanism of the type that has grown up in other countries or by 
the restoration of a free market. Having rejected the former alterna- 
tive, he took the first practical step in the direction of the latter by 
throwing back upon private arrangements a part of the business of 
making exports pay for imports. 


II. FURTHER STEPS TO DECONTROL 


Once again any shock that might have been caused by the reversal 
of policy was avoided by surrounding the new departure with the 
same pretense of discrimination and principle as had been built up 
round the distribution of Devisen by the control. For example, it 
was represented as permissible for exporters of timber to sell their 
Devisen direct to importers of petrol but not to importers of chemicals; 
that exporters might dispose of 15 per cent of their foreign receipts in 
this way in one case, 20 per cent or some other proportion in another; 
and that they might charge a premium over the official rate of 10 
per cent in one case, I2 per cent in another, and 15 per cent in yet 
another. Any arrangement, in short, was permitted for which, as it 
turned out, a case could be made, even though it would have been 
difficult to find any general principle which would justify the particu- 
lar proportion on premium or party selected for the privilege. 

Once a control has been established it becomes extraordinarily 
difficult to perceive the real economic relations involved, and to dis- 
tinguish from one another good reasons of general policy, the claims 
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of interested parties dressed up as reasons of general policy, and 
necessities or claims that arise only because a control has been im- 
posed. The most plausible arguments for a particular application of 
a control need scrutiny to make sure that, behind all the parade of 
statistics and principles with which they are presented, they are not 
merely unfortunate extensions of an original mistake. 


Theory and Practice 


In much the same way the policy of freeing exchange dealings was 
gradually extended. As public opinion, led and voiced by the econ- 
omists, demanded increasing freedom, the formal control was left 
intact, but the area of its strict application contracted. More and 
more commercial exchanges were brought within the “private 
clearing” system, and on July 17, 1932, a special, if limited, market 
for the purchase and sale of the Devisen was created—outside the 
Bourse, which would have been too official for the purpose, and out- 
side the National Bank. In October the compulsory sale of Devisen 
to the National Bank, which applied to all Devisen receipts, was 
reduced to 12 per cent. This compulsory levy had been designated 
the “raw material quota,’’ in order to suggest that the sacrifice 
imposed upon exporters was needed to guarantee the supply of raw 
materials for industry. Opposition to this compulsory levy grew 
steadily, and by the beginning of December it was practically set 
aside. At the same time the National Bank was reducing its alloca- 
tions of Devisen at the favorable official rate to importers just as 
quickly as the supplies of Devisen made available by the private 
clearing system met importers’ needs. Thus the way was prepared 
for a general recognition of the depreciation, hitherto concealed by 
the official rate, which the schilling had suffered as a result of the 
Creditanstalt crisis and the failure to adapt Austrian prices to world 
levels. Some time had to elapse, however, before this recognition 
found official expression. A distinction was necessary between the 
regulations and orders, which theoretically were in force, and the 
actual practice of everyday business. This discrepancy between the 
theory and practice of a regime is always of importance in judging 
economic experiments of the type with which the world has been 
confronted in recent years; it was very noticeable in the case of the 
Austrian exchange control. 
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The further stages in the development of the private clearing sys 
tem follow quite naturally. They are marked by the successive 
restrictions on the use of the machinery of permits. It was made 
unnecessary for a private sale of foreign currency to find any definite 
counter-party. The circle of those who were permitted to sell at g 
premium over the official rate was continually widened. It is not 
without significance that the last class to be allowed to receive the 
full market value of the Devisen they received was that of authors 
and composers. The only reason for so unfair a discrimination was 
apparently that this class was unable to organize itself and secure 
relief from regulations from which others had secured freedom. At 
the same time the example shows how difficult it is to discriminate 
on any sound economic principle. European culture has fallen toa 
low ebb if the fruits of scientific and artistic work are withheld and 
only material productions are allowed to collect their full market 
value. 

The return to free dealings was completed in April, 1933, when 
compulsory sale of Devisen to the authorities was brought to an end 
and the discount on the schilling officially recognized. The process 
had not of course been as smooth and easy as the summary account 
given above may suggest. Only the steps in the direction of relaxa- 
tion have been mentioned, when actually the process was more com- 
plicated and relaxation at one point was often accompanied by a 
tightening of regulations at another. Consistency between the differ- 

ent parts of a complicated economic policy is always difficult to 
attain, and inconsistencies are often perceived only in retrospect. 


A Danger to Trade 


Among the measures which curtailed freedom of dealing was a 
series of import restrictions, leading in some cases to complete pro- 
hibition. These were accompanied in July, 1932, by the transfer 
moratorium. Monetary measures and measures of trade policy are 
necessarily interconnected, and the connection began to impress 
itself on public opinion. The much abused balance of payments theory 
enjoyed among business men, politicians, and journalists a joyful 
but short-lived resurrection. This pseudo-scientific theory lent an 
appearance of justification to the attempt to counter by import 
prohibitions the inevitable effect of the mistaken exchange policy 
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pursued in 1931 and 1932. As has been shown, this policy stimulated 
imports and handicapped exports; the proper remedy was to allow 
the exchange value of the currency to fall, and simultaneously to bring 
Austrian prices down into line with world prices. Restrictions on 
imports were only a clumsy and ineffective substitute for such 
adjustment. 

One danger of attempts to maintain an artificial exchange position 
is well illustrated in the experience of Austria. The control over 
the allotment of Devisen, with which the Central Bank is entrusted, 
slips easily into a general control over foreign trade. The Central 
Bank finds itself involved in policies and decisions which have nothing 
to do with its proper function. Currency control merges into a general 
policy of trade restriction. Hence it was not strictly accurate te spcak 
of the removal of exchange control so long as the abnormal restric- 
tions on trade which had accompanied it were still in force. The 
restoration of freedom of dealing in this full sense has not been 
achieved anywhere, not even, I regret to say, in Austria. And for an 
obvious reason. These restrictions were only a sham support for the 
protection of the currency when they were introduced, and now that 
the currency no longer needs artificial support, their irrelevance 
becomes obvious. But, just because the exchange situation was only 
an excuse, the improvement in the exchange situation does not 
automatically bring their removal. Once imposed, trade restrictions 
create vested interests which it is difficult to disturb. The advocates 
of protection and the interests which stood to gain from a restriction 
of imports cleverly exploited the crisis to secure what they wanted 
under the guise of measures for the protection of the currency. 

An important influence in the removal of the exchange control 
must be attributed to the standstill agreement of 1931 and to its 
smooth working. This agreement was made possible by the aid and 
sympathetic understanding of the problem by the City of London, 
where the negotiations took place. The foreign creditors of the Aus- 
trian banks postponed the withdrawal of credits at the beginning 
of the crisis and thereby removed the immediate pressure on the 
exchange of claims which would otherwise have pressed most severely. 
The total debt of the Austrian banks remained. But they were given 
time to deal with this burden and to pay off gradually their original 
short-term indebtedness by instalments. 

Both sides behaved with complete understanding of their com- 
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mon interest: the foreign creditors by accepting gradual repayment 
for what was due to them on short notice, the Austrian banks 
making every endeavor to reduce these short-term debts frozen by 
the agreement. The result was that the debts were paid off according 
to the sometimes slightly modified schemes of the agreement, and 
the whole arrangement was so successful that on December 10, 1934, 
the Austrian authorities were able to give notice to end the agree. 
ment. The way in which this important matter was handled by both 
parties shows that sincere collaboration in international finance 
leads to success, even when circumstances look very dark and up- 
certain at the beginning, the essential point being that promises 
given should be kept and no unilateral alteration be made. 


The Bank of England 


It 1s evident that the chances of a serious attempt at removing 
exchange restrictions are very much improved if it is made possible 
by means of foreign loans at the same time to strengthen the Devisen 
holdings of the Central Bank. A foreign credit also improves the psy- 
chological conditions of the experiment by increasing confidence at 
home and abroad. It was therefore of very great importance that 
Austria was enabled to contract a loan of 300,000,000 gold schillings, 
of which eventually 245,000,000 was issued. This loan required the 
sanction of the League of Nations, which was given in the so-called 
Protocol of Lausanne coming into force at the end of December, 1932. 
But not until August, 1933, did the proceeds become available. They 
were used for paying back the loan obtained in 1931 from the Bank 
of England as well as for strengthening the budget situation, notably 
in regard to the service of the State’s foreign debt. 

Yet again the help, notably, of the Bank of England was enlisted 
when in 1934 the expensive League loan of 1922 was converted. This 
effected a considerable easing of the debt situation of the State, 
thereby also improving monetary conditions. When this loan was 
issued, the measures decisive for the removal of exchange restric- 
tions were already settled; nevertheless it made an important con- 
tribution to maintaining the freer exchange regime. This is of im- 
portance because, after the loosening of the restrictions had begun, 
these arrangements prevented its ever again being necessary to re- 
turn to regulations which had been abolished. 
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Without Waiting 


To sum up the lessons of the Austrian experiment. The principal 
argument, first brought forward and continually stressed, for a sys- 
tem of exchange control was the need of “ protecting’’ the currency; a 
serious shortage of foreign currencies was alleged, and, it was argued, 
removal of the control by unilateral action was out of the question. 
Conceivably, it was admitted, control could be done away with, if 
every country practicing exchange control were to combine in a 
universal scheme. Experience was supposed to support this view and 
only the theoretical arguments of academic economists to support 
any other. In fact, all that the economists sought to establish by their 
analysis was that experience had not proved anything one way or 
the other, and that there was good reason in theory for attempting 
the removal of control, even by unilateral action. Their deductions 
have been shown to be right, because Austria has removed exchange 
control without waiting for other countries, even the neighboring 
countries with whom she is connected by the closest economic ties, 
to take similar action. 

The objection to unilateral action, like the objection to what is 
called “one-sided free trade”’ in a protectionist world, is one of those 
superficially plausible assertions which are never tested either by 
experience or analysis and would be difficult to prove if they were 
tested. Austria is entitled to the credit of pioneering the return from 
exchange control to freedom and of restoring a controlled currency to 
comparative working order. But the international situation would 
be much easier if other countries with controls would follow Austria’s 
example, and make possible a general restoration of order in inter- 
national monetary matters. 
















PEACE AND PERMANENT PROSPERITY? 
By Str GEORGE PAISH 


With Introductory Address 
By Cuarves S. HAMLIN 


Ladies and gentlemen, as a Trustee of the Carnegie Endowment for 
International Peace, I take great pleasure in calling this meeting to 
order and introducing our distinguished guest of the evening. 

The name, however, of Sir George Paish is known all over the world, 
and he really needs no introduction to you. I remember my first 
meeting with him in 1914, after the Federal Reserve System had 
been established. I happened to be Governor then of the Board, 
and Sir George came over as Adviser of the British Government 
to consult with the Board, to find some way in which the people of 
the United States, who owed large sums of money to Great Britain, 
could pay that money in gold. We could not get gold, and if we had 
the gold we did not dare to send it over there. So we had a long 
series of conferences. 

Finally we all agreed on an appeal to our banks and raised a fund 
of one hundred millions of dollars in gold, ten millions of which was 
immediately shipped to Canada, the British Government accepting 
delivery there as delivery in London. Thus we were enabled to furnish 
British exchange at reasonable prices to all who had debts to pay in 
England. Of this ten million dollars, actually shipped, hardly any 
was in fact used, as the tide turned so quickly. The very fact of 
raising that fund so changed opinion that the tide suddenly turned 
and while we were sitting in conference with Sir George Paish puz- 
zling as to ways and means to get rid of all of our perplexities in this 
country, we found that the tide had suddenly turned and the problem 
had ceased to be a problem of how we could pay our indebtedness to 
Great Britain; the problem had turned into one of how Great Britain 
could possibly pay us for the flood of exports going out of the United 
States into the Mother Country. The tide turned quickly. 

Those were busy days and they were interesting days. I shall never 
forget the worries and perplexities. But those are all gone now. I am 
now relegated to the side lines, but Sir George is here in full power 
and full vigor to advocate the cause of peace. 

* Address delivered at Washington, D. C., January 22, 1937. 
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I can never forget those words of the Concord philosopher, 
Thoreau, when he said, “If I fail to keep step with others, it is 
because I hear another drummer.”’ 

That great prince of peace, Woodrow Wilson, one of the greatest 
the world has ever seen, often failed to keep step with others; he also 
heard another drummer. But the whole world today is on its knees 
to the drummer he heard, trying to bring about lasting peace and 
prosperity and good will toward men. And we have here tonight a 
champion of that great cause of peace. 

I take great pleasure in presenting to you, Sir George Paish. 


Mr. HAMLIN, LADIES AND GENTLEMEN, it gives me very great pleas- 
ure to be here and meet my old friend, Mr. Hamlin, again. I remember 
those days of anxiety which occurred soon after the war started and 
which brought me to the United States. I am glad to say that while 
we had some difficulty in settling the debt—because you had a very 
large debt at that time and we had only a very small debt to you— 
that I was able to arrange with the British Government, and the 
British Government fully approved, that we would give you a credit 
upon the understanding that if we needed a credit you would give 
us a credit in return. 

As events turned out, the credit I contemplated was in the neigh- 
borhood of, perhaps, thirty or forty million pounds to you, but you 
eventually gave us a credit to the extent of nearly seven hundred 
million pounds. It would be more if we took into consideration private 
loans. We were able to do something you wished us to do and you in 
turn performed a service for which we could never thank you suf- 
ficiently. 

I am going to talk to you tonight about “ Peace and Permanent 
Prosperity.’’ I want you to realize, in the first place, how extraordi- 
narily grave the present position is. I believe I am fully justified in 
saying that never was the world as a whole in a position anything 
like as grave as it is in today. I am fully justified in that. Not even in 
the days before the Great War, not even in the Great War, because 
at that time it would have been possible to have brought the war 
to an end if the governments of the warring nations had decided to 
bring it to an end. And, therefore, it could have been brought to an 
end by a relatively few people and the catastrophe would have been 
over. But today the whole world is engaged in pursuing a policy 
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which, if continued, means disaster not for one country only but for 
all countries without exception. 

If you look over the whole field you will discover that ag the 
economic situation becomes more difficult the political situation 
becomes more difficult. And so you have action and reaction, Ang 
as the political situation becomes more difficult, so the economic 
situation becomes more difficult. You will see how extraordinarily 
grave the political situation is. In the first place, everyone wil] 
recognize that the new policy of rearmament after an endeavor to 
disarm, is most disturbing. And it is clear that, having regard for 
the world’s policy of rearmament, that the world is definitely on the 
road to a new war unless there is a change of policy. Those of us who 
are old enough, remember the increasing armaments before the 
Great War, and how some realized that those increasing armaments 
meant war if they were not prevented from increasing. And while 
some did try to do what they could to bring about an understanding 
of the danger, most people had no such understanding. The spark 
came, the powder magazine blew up, and we had the Great War. 

Today it is clear that the policy of rearmament which the world 
is now pursuing must eventually lead to war unless there is a change 
of sentiment, of outlook, and of action. 

There is another danger. There is danger of the internal difficulties 
of the various nations, of the internal distress, leading to revolution, 
The actual operation of this distress we see in Spain today. 

That trouble came, in the main, from the great fall in world prices, 
the great shrinkage in world income, and the great shrinkage in 
the income of Spain both from agriculture and industry bringing 
in turn a great reduction in wages coupled with unemployment. The 
consequent distress of the Spanish people brought into power a 
government ‘“‘to the left,’’ which frightened the great landowners 
and great industrialists and led to the present civil war. 

If events move as they are now moving, that situation will be 
repeated in other countries. If you look at Germany today you will 
see how extremely serious the internal position of Germany is. The 
reports come over, as you know, that the nation is short of both 
food and raw material. That has been recognized by the government, 
recognized by General Goering when he said “better to have guns 
than butter.” 

What is going to happen in Germany in the coming spring I do 
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not know with a shortage of wheat, a shortage of fats of all kinds, 
and a shortage of raw materials. Will it lead to revolution, as in 
Spain? 

In an internal situation of such gravity it is not unreasonable to 
infer that Mr. Hitler in increasing his army to 600,000 men had the 
distress of the German people and the danger of internal trouble in 
mind. At any rate conscription has come at the very moment when 
Germany is short of the necessaries of life. 

Then you have Italy. I am convinced that Signor Mussolini would 
never have gone to Abyssinia had it not been for the distress of the 
Italian people. Italy’s income had shown a great decline; their 
exports were down to a very small figure; their tourist income had 
been greatly reduced, and there were few remittances from Italians 
working abroad. The result was that Italy was in a real depression. 
So Mussolini said, ‘‘We must do something about it.”” Moreover it 
seemed to be obvious, that his own position was in danger. So he 
attacked Abyssinia in order to maintain the spirits of the Italian 
people. 

May I say that neither of these policies improved the situation. 
Indeed the creation of a peace army in Germany of something like 
600,000 men and the conquest by Italy of an inoffensive country, 
have definitely made the situation worse not better and by so doing 
have not improved matters either in Germany or in Italy and the 
internal situations in both countries give cause for greater anxiety 
in consequence. 

But we must recognize that when nations get into distress they 
are as likely to act unwisely and foolishly because of their distress 
as they are to act wisely. 

And I would apply that also to the Japanese. The Japanese 
action in the Far East arose from similar causes. In 1931, when 
Japan invaded Manchuria, Japan was in distress. The shrinkage 
in her foreign trade was very great, and the people of Japan were in 
great economic need. So they took the military steps with a view 
to keeping up the morale of the people. Consequently vast sums 
were expended uselessly and the state of the Japanese people has 
been rendered worse not better. 

So I come to this position. The situation today is one that is 
causing everyone in a position of responsibility very great anxiety. 
Anything may happen, if the difficulties of the world are not adjusted, 
and the sufferings of the nations are not relieved. 
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Now, some of you may say to me, “ But things have very greatly 
improved. Unemployment in Germany is not as grave as it was 
few years ago. The situation in Japan is better. The situation in the 
world is better.”’ 

True, but one must look to the causes of the improvement in order 
to discover whether or not those causes are likely to be permanent, 
Any such examination will disclose these causes to be for the most 
part temporary. It is evident that in order to create employment 
and to increase buying power many nations are using up their 
ultimate reserves first of gold and second of government credit. 

The gold reserves of the greater part of the world are almost ex- 
hausted. The two or three great credit nations have drained to 
themselves almost the whole of the world’s gold reserve. You here in 
America have now accumulated a gold reserve of no less than eleven 
billions of dollars. We in Great Britain have a gold reserve, visible 
and invisible, of no less than four and a half billions of dollars, and 
France has gold reserves visible and invisible of unknown amount, 
but totally several billions of dollars. The bulk of the world’s gold 
is now accumulated in these three countries. Consequently the world 
cannot continue to buy and to meet its obligations as it has been 
meeting them in the past by selling vast quantities of gold. 

Now as to government credit. Government credit is really the 
final reserve of a nation. If there are no other reserves available a 
nation pledges its credit in order to supply buying power to its people. 
The governments of the world have since 1931 been pledging their 
credit on a very large scale. Since the breakdown in 1931 practically 
every government in the world has been engaged in pledging credit 
in order to give buying power to its people and in this past year 
the nations collectively have created upwards of ten thousand 
million dollars of government credit. Here in America your govern- 
ment has created four billions of dollars of government credit. 
Your buying power has been increased during the past year because 
your government has borrowed and spent this great sum. Moreover, 
your aggregate income has been increased by several times that sum. 

That was the sum put into circulation and the aggregate amount of 
buying power has been much greater than the original amount of 
the credit created. 
So it is with Germany. Mr. Hitler has spent very large sums of 
government credit in the last year. How much is not known. The 
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other day I was talking to a German economist, who, I believe, 
had the true story. He said Mr. Hitler had borrowed in the past year 
not less than three thousand million dollars—government credit 
created to give buying power to the German people. How soon will 
the credit of the German Government be exhausted? 

If you go to France, you will find the French Government has had 
to borrow large sums, in order to balance the budget to meet the 
deficit on the railways and for rearmament. But the sum borrowed 
has given buying power to the French people which otherwise they 
would not have possessed. Fortunately the French people still 
possess large reserves of gold and of credit. 

And the Italian Government has borrowed great sums, relative to 
the wealth of the Italian people. 

The Abyssinian campaign has cost Italy a very large sum. How 
long the Italian Government can continue to borrow I do not know. 
They are trying to borrow on the security of the wealth they are 
hoping to get out of Abyssinia but who is likely to furnish Italy 
with credit under present conditions and if she cannot continue 
to borrow what is likely to be the condition of the Italian people 
in the coming months and what will be their political reactions to 
their distress? 

So you have one country after another using its ultimate reserves 
to maintain the buying power of its people but how long can that 
buying power be maintained? 

If you will look over to Japan you will see trouble arising there. 
The Japanese Government has been borrowing large sums of money 
for its military expeditions in Manchukuo and in China and these ex- 
penditures have given buying power to the people. The Japanese busi- 
ness men now wish to bring about a reduction of these expenditures. 
What is likely to happen in Japan? 

Thus the world’s recovery has come in large measure because the 
world has been using its ultimate reserves. The world’s buying power 
has been very greatly increased by the use of these ultimate reserves, 
and it will be reduced correspondingly if and when those reserves 
come to an end and are no longer available. And then what? 

You must bear in mind that the economic troubles of the world 
have come in the main from fear, fear in many nations that they 
will not be able to support their people. Consequently each one has 
endeavored to produce as much in their own country as possible 
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and to become as fully self-sufficing as it is conceivable for a natiog 
to be. It is this fear and this policy that are producing the present 
distress. 

Then what is likely to happen? Is it not likely that that policy 
will be accentuated if the distress becomes greater? Will not the 
nations say “‘We cannot afford to buy abroad. We must live on what 
we ourselves produce?” 

So the distress may become greater and not less. Bear in mind the 
prosperity of the world in modern times was created by the fact 
that the nations became more and more interdependent and bought 
abroad vast quantities of goods and produce of all kinds for their 
daily needs. It was that interchange of products which created the 
modern world of interdependent nations. It was that interchange 
which made it possible for countries to maintain such great popula- 
tions. 

If the policy of self-sufficiency which the world is now pursuing 
is accentuated, what will be the result? Great distress and ultimate 
starvation. Yes privation and starvation in every country for all 
nations today depend for the maintenance of their people upon the 
foreign trade which has grown to be so important. 

Let me give you some sort of notion of how many people in the 
various leading countries are dependent upon foreign trade. I come 
to my own country first, Great Britain. 

We had only a very small population less than two hundred years 
ago. It seems impossible that in about 1750 we could have had in 
Great Britain a population of not more than six million. We now have 
46,000,000 people. And that population has increased because there 
has been this vast expansion of international trade so that we can 
buy abroad the products that we need to maintain this relatively 
great population. It is calculated that no less than two-thirds of our 
people are directly or indirectly maintained by food and raw material 
which we are able to buy abroad with the income that we get from 
the world in general from our exports, from the interest on our foreign 
investments, from our shipping, and from our other services, banking, 
mercantile, etc. 

If world trade breaks down, what in Heaven’s name will happen 
to the British people? If the world continues to pursue its present 
policy of self-sufficiency, what will happen? 

Our present position on the whole is satisfactory, or relatively 
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satisfactory. Our home trade has greatly recovered since 1931 due to 
three causes: First, an immense building boom (we are putting up 
in Great Britain nearly 300,000 houses per annum mainly by private 
enterprise) ; Second, from slum clearance which involves the build- 
ing of another 60,000 houses per annum; Third and recently, from 
great expenditures for rearmament. 

These three factors combined are causing money to circulate very 
freely in Great Britain and give us the appearance of prosperity. 
But those expenditures are not likely to continue indefinitely. 
Already the building boom is showing signs of decline while slum 
clearance will go on for a time and so will rearmament. 

But, Great Britain cannot be prosperous unless the world is 
prosperous. It is physically impossible. Great Britain is more depend- 
ent than any other nation upon the prosperity of the entire world. 

For a century Great Britain has succeeded in obtaining, roughly 
speaking, 10 per cent of the world’s growing income. Because the 
world’s income grew, our income grew in proportion because we 
pursued a policy which brought to us that percentage. If the world’s 
income shrinks, as it may shrink, if the world trade shrinks under 
this policy of self-sufficiency and the distress grows great, then our 
position will become exceedingly dangerous. 

Germany, France, Italy—what about them? Before the war it 
was calculated that at least one-third of the German population 
was directly and indirectly dependent upon foreign trade. A vast 
number of people in Germany, therefore, are dependent upon foreign 
trade and upon world prosperity. 

As to France it is equally true. Practically all of the great towns 
of France depend for their welfare upon international trade. 

And when we come to Italy and to Japan, it is abundantly evident 
there can be no prosperity in these countries unless the world is 
prosperous and that were the world’s present policy of autarchy to 
be accentuated, a large percentage of the Italian and Japanese 
people would be in grave trouble. 

Nor is America itself an exception, notwithstanding her vastness 
and the greatness of her population, for today America needs 
world markets as never before. In the past century America has been 
developed in a manner and at a speed that are amazing. Vast works 
of construction, railroads, roads, office buildings, mines, farms, 
everything essential to prosperity except one thing—the power to 











698 


sell its products in adequate quantity. You have developed a yay 
country of three millions of square miles. You have increased your 
output as no country has ever done before and today you have almog, 
unlimited productive power. 

To accomplish this feat you have spent capital on a stupendoys 
scale and it was these great capital expenditures which gave you the 
almost unlimited prosperity you enjoyed while they were being 
disbursed. But today those great capital expenditures are no longer 
possible, not because you cannot provide the capital, if you wished 
to do so, but because the outlets for your capital have been so largely 
exhausted. You may, and I hope you will, expend very large sums 
of money in rebuilding your small houses. But will that create work 
and provide income and buying power in anything like the same 
measure as your great capital expenditures did in the past? Your 
government spent, in 1936, four thousand million dollars, borrowed 
money. There must be a great expansion of private credit if this 
expenditure is to be made good in the coming years for these great 
governmental credit expenditures are to be replaced by taxation, 
The taxes—not credit—the coming year are to provide the money 
needed to meet the government’s expenditures. In so far as private 
credit takes the place of government credit, the prosperity of America 
will be maintained. 

But it is doubtful if private credit can take the place of government 
credit to the amount necessary for today you are a developed nation 
with powers of production greatly in excess of its powers of consump- 
tion and needing to sell abroad a large part of your productions, 
Of course you should consume all you can of what you can produce, 
but you will still have a vast surplus that you must sell abroad. 
You cannot possibly consume all of the cotton you produce, you 
cannot possibly consume all of the wheat you produce if your harvest 
is normal, you cannot consume all of the minerals you can produce; 
you cannot possibly use the vast quantity of motor cars your fac- 
tories can put out today. You must have a great world market. 
Your prosperity, therefore, now depends upon the world’s prosperity 

as never before and if the world is in poverty America will be in 
distress. 

And with this dependence of all nations upon world prosperity, 
we have a situation in which the world is moving along the road 
that leads to increasing poverty. The nations, after pursuing a policy 
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of increasing interdependence for over a century, are now endeavor- 
ing again to become self contained. And the consequence must be 
inevitable disaster unless the policy can be changed. 

I wish to express my appreciation, in the strongest possible manner, 
of the good work of your President and of Mr. Cordell Hull in trying 
to get your nation and other nations to understand that the policy 
of self-sufficiency is a grave mistake, that tariffs must be reduced— 
not increased—and hindrances to trade removed. I think they are 
performing a magnificent service. 

But what is the response? Are your own people likely to respond 
in the way the situation calls for? Are the peoples of other nations 
likely to respond? It is highly doubtful. 

If I had been sure they would respond, I should not have come 
over here to speak of the danger which confronts the nations, I 
should not have gone to Europe, I should not be speaking in my own 
country in the way I am speaking. It is because of my doubt, because 
of my anxiety, that I am compelled to do what I can to induce 
people to understand so that the disaster which threatens the world 
may be averted. 

You may say to me, ‘‘We have never heard anything like this 
before.” ‘“‘Are there any great authorities who agree with you in 
this matter?” ‘‘ How is it that we have not been warned of this great 
danger?” 

I do want to say to you, and I say it not because I wish to blame 
anybody but because it is true. The peoples of all nations were 
warned, but they took no heed. 

An agenda was prepared for the last World Economic Conference 
by the chief experts of all the great nations, including your own great 
experts representing the American Government. The British Govern- 
ment was represented by its official advisers. Those great experts 
stated definitely the cause of the world’s troubles, the difficulties 
which the nations had in balancing their budgets, the vast amount 
of unemployment, the enormous reduction in the value of foreign 
trade, was due to the world’s policy of self-sufficiency. Moreover, 
they said that unless the nations adopted a new policy by which the 
obstacles to trade were removed and this national self-sufficiency 
policy was abandoned, that certain consequences would inevitably 
be experienced. Furthermore they stated with a clarity that could 
not be misunderstood that if the nations continued their policies of 
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national self-sufficiency and the Conference did not provide the 
remedy, the international financial system would be shaken to ity 
foundations, the standard of life would be so greatly reduced tha 
the present social order could not be maintained. 

Those of us who know what a great part the international financial 
system plays in the daily life of us all realized what this forecag, 
meant. How far down will living standards go? What changes jl} 
come in the social order and what will be the suffering involved? 

Alas, unless acomplete change of front can be bought that prophecy 
of the experts is likely to be realized. I am not accusing any par. 
ticular country. Your own government is trying to break down thoge 
trade barriers. Mr. Cordell Hull is doing all that he knows to set the 
world on to the road that leads to prosperity. 

Nevertheless, world trade is being extended hardly at all. There 
has been recovery in the value of world trade in the past year, butit 
is due mainly to the rise in prices of food and raw materials, due to 
the world’s restrictive policy. And the rest of the increase is mainly 
due to the increase in armament expenditures. 

Now, you will say to me, “ You have painted this picture of the 
world as it is, is there not another side?” 

Yes, if you can induce statesmen and people throughout the 
world to understand and come together to consider these problems 
as world problems, problems that every nation must help to solve, 
and if we can induce the governments to meet together in a spirit 
of helpfulness, the problems can be solved. 

But each nation must bring its contribution to the solution of 
the problems. In so far as nations are suffering injustice they must 
get redress, but the general idea of the Conference must be that 
every nation must play its part in preserving the world from the 
danger that is threatened and in placing it on the road which leads 
to increasing prosperity. Every nation must bring the contribution 
that it is, itself, capable of bringing. 

May I say here that I believe the greatest contribution to the 
salvation of the nations through the solution of these problems 
can be made by the two great creditor nations, Great Britain and 
the United States. Between us we have the power to grant capital 
and credit, we have the power to give markets, and we have the 
power to introduce a new order into the world, the order of justice 
between nations. 
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The old order is gone. No, no; it has not gone yet. The distress 
of the world will continue until it is gone, but the peoples will not 
stand what they will be compelled to stand under existing condi- 
tions. The only possible way out of our difficulties is that the nations 
in the future must be just to each other. Yes, even generous. 

No, no one will be hurt by showing generosity for it is that nation 
that will bring the most valuable contribution to the recovery of 
the world that will get the greatest advantage from it. You cannot 
make a contribution to the well-being of the world without deriving 
advantages. And it is that nation that will bring the biggest con- 
tribution, the most generous contribution, that will come out with 
the greatest prosperity. 

If you will pardon me for saying so, Great Britain made the 
most valuable contribution of any nation to the welfare of the world 
up to the war. It provided a great free market to every country in 
the world. It provided the world with credit and with capital and it 
helped to develop the world as it was never before developed. And, 
as a result, British income and British trade expanded in far greater 
measure than that of any other country in a similar position. 

That must be so. Bear in mind if you restore the well-being of other 
nations what you are doing; you are restoring the well-being of your 
own customers. 

How can you hope to be prosperous if your customers are in 
distress? 

May I point out that the great bankers in the world in the plea 
they issued a few years ago, begging the nations to be reasonable, 
expressed a truth that no one can controvert. They pointed out to 
the nations that ‘“‘your neighbors are your customers, and their 
welfare is essential to your own well-being.” 

I was delighted the other day with President Roosevelt's speech 
in which he pointed out the necessity of promoting the welfare of 
the great mass of the people of this country. It must be done. It must 
be done in some way. By so doing you make good customers, you 
increase your turnover, you develop your trade. 

Apply that to the world—two thousand millions of people in the 
world waiting to buy. Ah, and waiting to sell, waiting to produce 
the things in the quantities that everyone needs. 

And the result? The result is not a dream, it is a reality. We have 
had experience. We know. I myself have witnessed it. I have seen 
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the opening up of countries to trade and the well-being that came 
to the entire world in consequence. 

Think of the benefits that you, the American people, conferred oy 
the world when you developed this wonderful country in the way 
you did. You were not only contributing to the welfare of America, 
you were contributing to the welfare of all nations. 

The world’s income a hundred years before the war was just 
about twenty-five billions of dollars. Of course, the population, 
especially of western Europe and of America, then was compara. 
tively small. That income grew in a single century five fold, from 
twenty-five billion dollars to one hundred and twenty-five billions 
of dollars. 

Why? Why was it? It had taken all of the centuries for the world’s 
income to come up to twenty-five billions of dollars and in one cen- 
tury it jumped from twenty-five billions to one hundred and twenty- 
five billions of dollars. It was because the world was developed and 
made interdependent. 

In that time the nations had built 800,000 miles of railways, 
You here in America built 250,000 miles of railways. These railways 
made trade possible; it made production possible. Then great 
steamers were built to carry the produce across the oceans from 
country to country and continent to continent. 

And the result of that was that international trade grew from 
under twenty-five hundred million dollars to twenty-five thousand 
million dollars. 

You may say yes, but national income increase was in a much 
greater measure—not in percentage but in reality—than the growth 
of international trade. 

May I point out to you a fact that is very important? In most 
countries people are apt to say: ‘‘Our foreign trade is only so much. 
Our national trade is so much. Therefore, our foreign trade represents 
only a very small percentage of our national trade.” 

That is a fallacy. When that income from foreign trade enters the 
various countries it circulates around those countries, and for every 

dollar of international trade at least two dollars of national trade 
are created as a result of the one dollar of international trade. It 
was because of that great growth of international trade that the 
world’s income from both national and international trade grew in 
the manner it did. 
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When you sell your cotton to the world the money received goes 
circulating around the cotton States and from the cotton States 
to the manufacturers and back again, creating a great amount of 
trade and of income. 

And so it is on the other side. When someone sells you something, 
the money proceeds goes back into that country and circulates around 
that country, creating an immense amount of national income and 
national trade. 

And it is because that income from international trade is so sadly 
lacking today that you have this appalling shrinkage in national 
incomes. 

The world today is engaged in economic war. If it is not brought 
to an end without delay it is likely to lead to revolutions, wars and 
world chaos and distress so great that one’s mind refuses even to 
contemplate it. 

That situation must be prevented. We must act as reasonable 
beings, realizing that the suffering that is threatened is quite un- 
necessary, and can be prevented. We can all come out into perfectly 
amazing prosperity if we act wisely. 

What must be the keynote? The keynote of the future must be: 


ca ga ll a SA em all nations? 
soon as you look at it from that viewpoint, you see the conse- 


quences. Here today you have two thousand millions of people 
asking for a higher standard of living. The cry is coming from all 
countries. It is coming from your country too. Your poor people are 
no longer willing to go on living under the conditions under which 
they have been living. The cry is coming from the ends of the earth, 
“We want a higher standard of life.” 

Let us assist in producing the wealth that is contained in this 
amazing world of ours. Let us freely exchange the natural wealth 
which each country can produce for the natural wealth of other 
countries. And let us provide the capital and credit which is neces- 
sary to enable nations to develop their natural wealth. 

You say, “Well, we have had the experience we had up to 1929, 
and we are rather doubtful." May I say that we, in Great Britain, 
have had a much longer experience and on the whole, our experience 
shows this policy means good business. 

Supposing the American and British people today were to say to 
China, “We will provide you with the capital which will enable you 
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to build that great railway system that you require, the greg 
railway system that Sun Yat Sen planned.” You know what the 
need of China is. China is in urgent need of that great railway 
system. 

And what will it do? The building of those railways would enor. 
mously increase the productive power, the buying power, and the 
wealth of China. No single factor is more effective in raising the 
standard of life in any nation than good communications. 

You have a nation like China with only 11,000 miles of railway, 
four millions of square miles of country, four hundred fifty millions 
of people. And you here in America, as I have said, have 250,000 miles 
of railway. 

But why should we build railways for China? Because their con. 
struction would provide work for all kinds of people in a great many 
countries and would put money in circulation all over the world, 

In giving this instance, I want you to understand the principle, 
Let us do the various things which contribute to the welfare of 
the world. In making that contribution we shall contribute to our 
own welfare. But we shall do more. We shall create a new spirit in 
the world, a spirit of cooperation, a spirit of assistance, a spirit of 
friendship. 

You see in England we regard you as friends. I have always re 
garded America as a friend. And you, I am sure, regard Great Britain 
as a friend. Let us regard the other nations as friends too. Let us act 
toward them as friends. Let us try to help them to the utmost of 
our power, being as generous as it is possible to be—an attitude 
entirely different from the attitude of the world today. 

What are you going to do? What are we going to do? Each one of 
us is trying to save himself at the expense of others. That is entirely 
wrong. It runs against economic law, but it also runs against Divine 
Law. 

Yes. The Master gave expression to that Divine Law—“He 
that would save his life shall lose it. He that would give his life for 
my sake (in the cause of right doing) shall save it.” 

It is true, economically true, politically true, true from all points 
of view. The world is losing its life because of fear. Fear is every- 
where dominating the nations. Throw it out. Take on a new spirit, 
the spirit of courage and understanding. Act rightly and wisely in 
the interest of mankind. 
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There is no need for revolution under such conditions. There is 
no need for war under those conditions. The nations will be able to 
obtain all that they are reasonably entitled to—a new spirit of 
understanding. How great will be the prosperity, I cannot measure, 
but so great that it is likely to exceed the expectations of the most 
sanguine. 

The physical side of the world is set for the greatest trade expan- 
sion the world has ever seen. Never was there so much gold waiting 
to be used. Never were there so many machines, never were the de- 
sires of the people so great to produce, to sell, and to consume. 

The world is capable of producing wealth, food, raw materials, 
and manufactured goods on a scale greater than ever before. It is 
physically possible today to provide the peoples of the entire world 
with all that they need. 

Can you and I help bring about that state of public opinion that 
will enable these dreams to come true and these possibilities to be 
realized, to change the world from a world of enemy nations, each 
thinking of itself, its own interests and its own interests alone, into 
a world of friendly cooperating nations, bringing permanent peace 
and great prosperity? 





